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THE RAILWAY PROBLEM- 1 

BY VICTOR MORAWETZ 



The inability of railroad men and legislators to agree 
upon a workable plan for the solution of the railway prob- 
lem has been due principally to their failure, or their un- 
willingness, to recognize and face certain fundamental and 
unalterable facts. Instead of recognizing and removing the 
underlying causes of the problem that confronts us today 
they have proposed mere palliatives against the evil effects 
of these underlying causes. They have merely tinkered 
with a machine which has radical defects in its design and 
therefore never can be made to work well. 

Congress has practically unlimited power to regulate the 
railways and to fix their rates, and this power of Congress 
cannot be taken away or abridged. That is one of the 
fundamental facts to be recognized. Another fact to be 
recognized and faced is that the credit of railway invest- 
ments cannot be restored and the capital necessary to the de- 
velopment of the railways cannot be obtained from investors 
while the Government has the power to regulate the rail- 
ways and to fix their rates practically at will, unless in some 
way the Government furnishes adequate assurances that it 
will not exercise this power in such a way as to deprive those 
who put their capital into the railways of a satisfactory re- 
turn on their investments. 

We live under a democratic form of government and 
the will of the people rules. That is a fact which no one 
would change even if it were possible ; but investors are not 
blind to the lessons of history and to the signs of the times. 
They have learned that, in the long run, legislatures and 
commissions, all of whom, directly or indirectly, are chosen 
by the people and are accountable to the people, cannot be 
depended upon to regulate the railways and to fix their rates 
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in such manner as t© make railway stocks safe investments. 

The Constitution prohibits Congress from depriving 
persons (including corporations) of their property without 
due process of law and from taking private property for 
public use without just compensation. The Constitution 
likewise prohibits the State legislatures from depriving per- 
sons of their property without due process of law. The 
courts have held that a law or order of a commission fixing 
the rates of a public service corporation so low as to prevent 
it from earning a fair return on its property would in effect 
deprive it of its property without due process of law and, 
therefore, would be unconstitutional. But it is an undeni- 
able fact that these constitutional provisions do not furnish 
adequate protection to the owners of railway securities. A 
lawsuit with the Government involving the reasonableness 
of railway rates is not adequate security. These constitu- 
tional provisions furnish no standard for determining the 
value of the property upon which the railway companies 
are entitled to earn a fair return or for determining the rate 
of return that is to be deemed fair. Nor do they furnish 
any practicable standard for fixing rates. Even if Con- 
gress should enact a law prescribing a just and workable 
method of determining the value of the property of the rail- 
way companies and the rate of return thereon that is to be 
deemed fair and also a workable formula for fixing rates that 
will produce this fair return, the Act of Congress itself 
could at any time be altered, amended, or repealed. 

In the past, State legislatures or commissions sometimes 
undertook to prescribe complete rate schedules that were 
plainly confiscatory, and these rate schedules were set aside 
by the courts because in violation of the Constitution. But 
legislatures and commissions soon discovered that they 
could attan practically the same results by adopting the pro- 
cess of whittling down rates piecemeal. It was an applica- 
tion to the railway companies of the ancient Chinese pun- 
ishment of " slicing." That punishment consisted of cut- 
ting from the victim at stated intervals a very small piece 
of flesh. No doctor could say that any one of these cuts 
was fatal or even dangerous to life, yet sooner or later the 
victim always died. Similarly, the courts could not, ex- 
cept in rare cases, determine that any single rate reduction 
deprived a railway company of its property without due 
process of law, though the effect of the combined rate re- 
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ductions was to bleed away the credit which was the com- 
pany's life blood. 

To provide by Act of Congress that the validity of rate 
regulation shall depend upon the " reasonableness " or 
" adequacy " of the rates, or upon the application of some 
more specific formula would furnish no real protection to 
the owners of railway securities, even if such an Act of Con- 
gress were irrepealable. No court, no commission and no 
railway man has ever been able to furnish any definite or 
practicable standard for determining what particular rates 
are reasonable, or adequate, or just. Long experience has 
shown that all tests of the reasonableness, or adequacy, or 
justice of particular railway rates are impractical and il- 
lusory. The question whether in a given case a rate was 
in violation of the prescribed test or formula would have to 
be decided by the courts. Yet it is a fact that the courts are 
not fitted to pass on such questions. Even if judges were 
more competent than commissions to regulate the railways 
and to fix their rates, the delays of court procedure would 
prevent the courts from furnishing adequate protection to 
the owners of railway securities. 

To turn back the railways to their owners now or at the 
end of twenty-one months without first enacting adequate 
remedial legislation would be a crime. It would result in 
a suspension of dividends by most of the companies, in the 
bankruptcy of many of them and in a general destruction 
of security values. The railway problem can no longer be 
dodged, or postponed, or dealt with by palliative measures. 
Unless Congress meets the problem fearlessly and solves it 
by the adoption of a fair and workable plan, a nation-wide 
financial catastrophe will result. 

To establish Government ownership and operation of 
the railways would not solve the railway problem but would 
be a refusal to face it. It would be a jump from the frying 
pan into the fire. Only a few of the many objections to 
Government operation need be referred to : 

(1) Universal experience in Europe and in Canada, 
where Government operation of the railways has been tried, 
and unbroken experience in the United Stats in the man- 
agement of Governmental enterprises, show conclusively 
that Government operation of our railways would prove un- 
progressive, costly and inefficient and would result in poor 
service to the public with high rates. 
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(2) To make several millions of our voters Govern- 
ment employees and to increase to that extent the patronage 
list of each administration would prove a menace to the sta- 
bility of our political institutions. 

(3) If the Government condemned the railways it 
would have to pay for them in cash; but the Government 
is in no position at the present time to raise the vast amount 
of money that would be required. An attempt to do so 
would greatly depress the value of Government securities, 
would cause an enormous expansion of bank loans and would 
result in a dangerous disturbance of financial conditions. 

(4) The proceedings to establish the value of the rail- 
ways for purposes of condemnation would upset security 
values and might result in a financial catastrophe. 

Almost any plan would be better for the country at large 
than Government ownership and operation. 

What, then, should be done? As pointed out above, the 
fundamental difficulty to be overcome is that, because of 
the governmental power to regulate the railways and to fix 
their rates, railway securities are not safe investments and 
the companies are unable to raise the vast sums which are 
necessary to meet their financial requirements and the needs 
of a growing country. That difficulty can be overcome by 
making definite and certain at least part of the constitutional 
obligation which now binds the Government in law and in 
honor to allow the railway companies to earn a fair return 
on their property. With such a guaranty it would not be 
difficult to reach a solution of the railway problem bene- 
ficial alike to shippers, to the millions of citizens who own 
railway securities or have interests n them, and to the public 
at large. 

It has been urged that there would be popular objection 
to a guaranty by the Government of any part of the earnings 
of the railway companies or of any returns to their security 
holders; but this objection surely can be overcome by frank 
discussion and argument. In guaranteeing part of the in- 
come to which the railway companies and their security 
holders are justly entitled the Government would not really 
assume any new or additional obligation. It would only 
make definite and certain a portion of an existing obligation 
binding in law and in honor. On what grounds can an hon- 
est man refuse to put into definite and enforceable form an 
obligation which already binds him legally and morally? 
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The plan proposed by me provides that the Government 
shall guarantee 65 per cent, of the estimated operating in- 
come obtainable under a fair and constitutional exercise of 
the Governmental power of regulation. In return for its 
guaranty the Government would receive ( 1 ) plenary power 
to regulate the railways and to fix their rates; (2) ample 
control over the management of the companies, including 
power to remove their officers; (3) a share of the profits of 
the railways in excess of four per cent, on the stock issued 
by the Federal corporations in which the railways would be 
vested, and (4) an option to acquire the railways at a fair 
price without condemnation proceedings. The latter pro- 
vision is a detail of the plan, inserted to provide a means of 
establishing direct Governmental ownership and operation 
if at any future time this should be found to be both prac- 
ticable and desirable; but it is believed that if the plan were 
adopted the demand for Government ownership and oper- 
ation would cease and the option never would be exercised. 

The figures in the plan are merely tentative and for illus- 
tration ; but a careful analysis will show that if the proposed 
terms were adopted the stockholders and bondholders of the 
existing companies would receive new securities that would 
be safe and that would be worth more than the securities 
which they now hold. The benefit thus accruing to the 
stockholders and bondholders would not be obtained at the 
expense of the Government or of shippers. The Govern- 
ment and shippers as well as the stockholders would be bene- 
fited, through the saving in interest and dividends and the 
lower rates made possible by utilizing the high credit that 
would be given to a definite and certain governmental guar- 
anty. 

Some eminent railway executives and bankers have ap- 
proved the plan, but others have urged that it amounts in 
effect to Government operation and is subject to the same 
objections as Government operation. This is not correct. 
The stockholders of the Federal corporations formed under 
the plan would retain an interest in their earnings in excess 
of the guaranteed dividends of $2.50 per share on their 
stock. The management of these corporations would be 
shared by the stockholders and by the Government, as in 
case of the Federal reserve banks, and the supervision and 
regulation of the railways would be vested in a Federal 
Railway Board similar in its constitution to the Federal Re- 
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serve Board which has supervised and controlled our new 
banking system in a most satisfactory manner. The officers 
and employees of the Federal corporations would not be 
Government officials, but they would all be appointed and 
controlled by boards of directors in part elected by the stock- 
holders and in part appointed by the Federal Railway 
Board. 

Even prior to the seizure of the railways by the Gov- 
ernment for war purposes the Government exercised a very 
large degree of control over their management — a control 
which many railway executives and bankers condemned on 
the ground that it amounted in great measure to Govern- 
ment operation. It is certain that no plan for the solution 
of the railway problem will be adopted by Congress with- 
out extending largely the Governmental control exercised 
before the war. The question to be considered by railway 
executives and bankers is not what measure of control they 
would like to see the Government exercise, but what plan 
having a fair chance of approval by Congress would be most 
beneficial to their security holders. 

It is true that the successful operation of the plan would 
ultimately depend upon the character of the men appointed 
by the President, with the advice and approval of the Sen- 
ate, to the proposed Federal Railway Board. Similarly, 
the safety of our banking system and the stability of finan- 
cial conditions throughout the country depend upon the 
character of the men appointed to the Federal Reserve 
Board. But the success of any plan that may be adopted 
would depend upon the character of the public officials hav- 
ing control of its operations. All our property rights and 
our liberties ultimately depend upon the men elected or 
appointed to Government office. It is certain that no satis- 
factory plan for the solution of the railway problem ever 
can be formulated if we assume that the President and 
Senate of the United States would place the supreme control 
of the railways in the hands of incompetent or untrustworthy 
men. 

The plan proposed by the railway executives would not 
provide any real protection for their security holders. It 
would not correct the radical defects of the existing relations 
between the Government and the companies, but it would 
complicate these relations and provide new kinds of gov- 
ernmental control. It would furnish new formulas for 
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making rates and new grounds for litigation and for court 
reviews, but it would not furnish the companies with a 
sound basis for obtaining the credit which they need. It 
would fail to put an end to the recurring cycles of railroad 
bankruptcies and reorganizations. 

Other plans that have been proposed provide for the 
enactment by Congress of a law directing the Interstate 
Commerce Commission to fix rates so that they will yield 
a definite prescribed minimum return on the property of 
the railway companies. In these plans the use of the word 
" guaranty " is studiously avoided; but unless their effect is 
to provide a virtual guarantee of the prescribed minimum 
return, these plans would not restore railway credit or solve 
the railway problem. The principal defects of these plans 
are: 

(1) The Act of Congress prescribing the new rules for 
fixing- rates could be altered, amended, or repealed at any 
time. 

(2) The rates necessary to produce the prescribed 
minimum return could not be determined in advance, and 
if the commission in its discretion should prescribe rates that 
fail to produce the prescribed return the railway companies 
would have no remedy, unless the Act virtually guaranteed 
that the deficiency of earnings would be made up subse- 
quently by an increase of rates or out of the public treasury. 

(3) The Interstate Commerce Commission could not 
effectually fix rates that would produce the prescribed re- 
turn unless vested with power to fix intrastate as well as 
interstate rates, but it is not proposed to confer that power ; 
and 

(4) These plans would result in unnecessarily high 
railway rates. Their purpose is not to keep rates down by 
means of the lowering of interest and dividends which could 
be effected through a definite and direct governmental guar- 
anty, but to restore the credit of the railway companies by 
means of a mandatory increase of rates. 

No plan will be approved by Congress unless it accords 
with the prevailing views and wishes of the people. The 
owners of the railways, therefore, must be prepared to make 
many concessions and compromises. They must realize 
that they cannot obtain all that they want, or even all that 
they think is due to them. No plan can be framed to meet 
the views of everybody, and probably no plan that can be 
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passed through Congress will be wholly satisfactory to any- 
body. The owners of railway securities and their repre- 
sentatives, therefore, should recognize the practical and 
political difficulties to be dealt with and should endeavor 
through constructive criticism to cooperate in framing the 
best plan that Congress will accept. 

On the other hand, Congress must recognize that the 
American people will not be satisfied with anything short 
of a permanent solution of the problem. Congress must 
recognize also that no plan which is unjust to the owners 
of railway securities can restore railway credit or solve the 
railway problem, or guard against a financial crash when 
the railways are restored to their owners. 

The American people will decide justly a question that 
they can understand, but to enable them to deal justly and 
wisely with a problem as complicated and technical as the 
railway problem they must have the benefit of courageous 
and able leadership. Without such leadership there is dan- 
ger that the people may wander in the wilderness and wor- 
ship false gods ; but they will follow and will honor a leader 
whom they believe to be just and to have the courage of his 
convictions. A wise and courageous leader can soon bring 
about a just and permanent solution of the railway problem. 

Victor Morawetz. 

\W e append in full the noteworthy plan proposed by 
Mr. Morawetz. — EDITOR.] 



THE MORAWETZ PLAN 

A SUGGESTEDISOLUTION OF THE RAILWAY PROBLEM 



BASIC ASSUMPTIONS 

1. Permanent Government operation of the railways 
would be contrary to the best interests of the country and 
should be rejected. It would result in unprogressive, 
costly and inefficient operation with poor service to the pub- 
lic and high rates. 

2. Security of railway investments and the capital nec- 
essary to the development of the railways cannot be ob- 
tained under any practicable system of governmental rate 
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fixing or regulation, unless coupled with some guaranty by 
the Government of fair returns on the investments. Secur- 
ity of railway investments cannot be obtained by making 
the power of the Government to fix rates or to regulate 
the railways depend upon the " reasonableness " or " ade- 
quacy " of the rates or regulations, or upon the application 
of any formula that can be devised. Experience shows 
that all such tests are impractical and illusory. Review 
by the courts of rates or regulations prescribed by the Gov- 
ernment furnishes no remedy against unwise or unfair 
regulation. The courts are not fitted to supervise the regu- 
lation of the railways or to determine the reasonableness of 
their rates. Even if judges were more competent than 
commissions to regulate the railways and to fix their rates, 
the delays of court procedure would make a resort to the 
courts ineffectual. 

3. No satisfactory result can be attained without put- 
ting an end to regulation of the railways and rate fixing by 
the several States. To obtain effective and wise regulation 
it is necessary to vest supreme authority in some board ap- 
pointed by the National Government. Of course, the 
members of this board must be competent men; but com- 
petent men are essential to the successful operation of any 
plan. 

4. The Government cannot safely give the necessary 
guaranty of a fair return on investments in the railways 
unless vested with plenary control over their management, 
including the power to remove the officers of the compan- 
ies. Such plenary power of regulation would not be unfair 
to security holders if coupled with a guaranty of a fair re- 
turn on their investments. 

5. Efficient and economical operation of the railways 
and the best service to the country require that track facili- 
ties, equipment and terminals be pooled whenever desir- 
able and that wasteful competition be stopped. 

6. To secure efficient and economical operation of the 
railways it is necessary to preserve the interest of stockhold- 
ers and officers in the management of their properties. 

7. The benefit of the high credit of the Government 
should accrue to it and should not be given gratuitously to 
the existing security holders of the railway companies. 
Accordingly, a proposal that the Government shall guar- 
antee to the railway companies perpetually or for a long 
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term of years their average operating income of past years, 
as under the present Federal Control Act, should be re- 
jected. Such a guarantee would in effect be a gift of enor- 
mous value to the stockholders and the junior bondholders 
of the railway companies. Operating income guaranteed 
by the United States obviously is worth vastly more than 
operating income subject to the risks and uncertainties of 
the conditions affecting the railways. 

8. A proposal that the Government shall leave exist- 
ing bonds and stocks undisturbed but shall place its guar- 
antee upon bonds and stocks hereafter issued with the ap- 
proval of the Government for betterments and additions 
should be rejected for similar reasons. The practical ef- 
fect of such a guarantee would be to make the Government 
responsible for all bonds and stocks equal or prior in claim 
to those guaranteed by the Government. 

9. Under the power of eminent domain the United 
States can condemn those railroads which serve as instru- 
ments of interstate commerce and as military and post 
roads. Upon such condemnation the United States would 
have to pay just compensation to the owners of the prop- 
erties condemned and this just compensation would have 
to be paid in cash, unless the owners should be willing to 
accept something else in lieu of cash. 

10. The Government, through a condemnation pro- 
ceeding, can take a railway subject to its existing mortgages 
and indebtedness, i. e., it can condemn the equity of the 
stockholders. But, even if the Government can condemn 
a railway free and clear of existing mortgages and indebt- 
edness, it cannot impair the rights of mortgagees and cred- 
itors to be paid in full out of the proceeds of the property 
before anything is given to the stockholders. The Govern- 
ment cannot condemn the bonds of a railway company apart 
from the property of the company, and when the property 
of a company is condemned by the Government it cannot 
prescribe the distribution of the proceeds among stockhold- 
ers, mortgagees and creditors. 

11. Simply to condemn the equity of the stockholders 
of a railway company, leaving its outstanding bonds and 
other indebtedness undisturbed, would not be satisfactory 
to the Government because the result would be to give to 
the holders of the outstanding bonds and other indebted- 
ness gratuitously a practical guaranty of their claims, the 
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Government failing to secure the benefit of the saving of 
interest which might be effected through the use of its high 
credit. 

To condemn the property of a company free and clear 
of its existing mortgages and indebtedness leaving the dis- 
tribution of the compensation for the property to be made 
according to the legal rights of mortgagees, creditors and 
stockholders would in many cases result in great injustice 
to junior security holders and stockholders. 

12. The plan herein proposed is designed to attain the 
following ultimate results : 

(1) To vest the railways (taken in suitable groups) 
in ten to fifteen corporations formed pursuant to an Act 
passed by Congress under its power to regulate commerce 
and establish military and post roads; these Federal cor- 
porations to be free from State regulation, but to be subject 
to the fullest regulation and control by suitable boards es- 
tablished by the Federal Government. 

(2) To refund the bonds and stocks of the present 
companies by the issue of debentures and stocks of the new 
Federal corporations, these debentures to be guaranteed by 
the United States and the stocks to be guaranteed minimum 
dividends. 

(3) To provide the capital needed for the future de- 
velopment and extension of the railways. 

(4) To establish a Federal railway board and suitable 
subsidiary boards for the effective regulation of the rail- 
ways, with due regard for local interests. 

(5) To provide for the future efficient management 
and operation of the new Federal corporations under the 
supervision and control of the Federal railway board. 

The main difficulties of carrying out this plan are : 

(a) To establish the fair value or just compensation 
to be paid for each railway in guaranteed debentures and 
stock of the new Federal corporation in which the railway 
is to be vested; and 

(b) To distribute this just compensation equitably 
among the existing bondholders and stockholders. 

13. The original cost or the reproduction cost of the 
property of a company furnishes no just measure for fixing 
its rates and no just measure of what would constitute fair 
compensation for its property. To fix rates or compensa- 
tion on the basis of original cost would in many cases de- 
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prive the owners of a large accretion of value to which they 
are legally and morally entitled. The construction of rail- 
ways has been the principal cause of the large increase of 
the value of lands and other property throughout the coun- 
try and the railroads were built in the just expectation that 
their owners would share in this increase of values. To 
fix the rates of a railway on the basis of a fair return on 
original cost or to condemn it at its original cost would be 
as wrong, legally and morally, as to condemn the property 
of farmers and owners of city lots at the prices originally 
paid therefor to the Government. 

The cost of reproduction furnishes no just test because 
the true value of a railroad, as of any other piece of prop- 
erty, depends largely upon its location and surrounding 
conditions. A railroad serving a territory producing only 
a small amount of traffic or a railroad whose operating con- 
ditions are unfavorable by reason of grades or other causes 
cannot earn as much and is not worth as much as another 
railroad serving a territory producing a large amount of 
traffic and having favorable operating conditions, though 
the reproduction cost of the two railroads be equal. Rates 
upon competitive business must be the same as to all com- 
panies and it is quite impracticable to fix rates in such man- 
ner as to enable each company to earn a fixed return and 
no more upon the reproduction cost of its property. To 
condemn the property of a prosperous railway company at 
a price fixed on the basis of its operating income at the low- 
est rates which the Government could constitutionally im- 
pose upon that company would be as unjustifiable as it 
would be to condemn other property at a nominal price on 
the ground that the Government could constitutionally de- 
stroy its entire value by taxation. 

By reason of their magnitude, the railroads of the 
United States have no market value. Few, if any, instances 
exist of a competitive sale of a railroad or of a true sale for 
cash or its equivalent. Moreover, any wholesale condem- 
nation of the railways and payment to the owners in cash 
would upset all security values and might produce chaotic 
financial conditions. As it would become necessary to 
issue vast amounts of Government bonds, their value would 
be greatly depressed and a large expansion of bank loans 
would be unavoidable. By reason of the magnitude of 
such a transaction, it could be carried out only through a 
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concurrent shifting of investments, the owners of the rail- 
way securities using the cash received by them from the 
Government to purchase the new Government bonds or to 
purchase other securities and property in the market and 
the sellers of the existing securities and property investing 
the proceeds in the new Government bonds. The probable 
result would be a considerable increase of the prices of in- 
dustrial securities now yielding large returns to the holders 
and a fall of the prices of Government bonds. 

The quoted market prices of the stocks and bonds of 
the railway companies furnish no just measure of the value 
of their properties. These quoted prices of stocks and 
bonds indicate only the approximate prices at which a very 
small amount of the stocks and bonds can be bought or sold. 
As a rule, no considerable amount of stocks or bonds can be 
bought or sold at anything near their quoted prices. The 
quoted market prices of railroad stocks and bonds often are 
largely due to factors having little relation to the earnings 
of the companies or to the true value of their properties. 
In some cases bonds of railroad companies at their quoted 
market prices yield no larger returns than United States 
Government bonds, while in other cases equally well se- 
cured railroad bonds at their quoted market prices yield 
a return half again as large. Some railroad stocks have 
quoted market prices very much higher than those of other 
railroad stocks upon which an equally high return is 
earned. 

14. It is submitted that the only fair and practicable 
way of measuring the value of a railroad and the just com- 
pensation to which its owners are entitled is 

(a) To estimate as nearly as may be its present and 
prospective true operating income under a fair as well as 
constitutional exercise of the powers of regulation vested in 
the Federal and State governments, and 

(b) To capitalize this true operating income at a fair 
rate, based on the rate of interest or profit payable to ob- 
tain capital and on any risks or uncertainties affecting the 
railroad and its future operating income. 

The true operating income of a railroad for the purpose 
of ascertaining its value is not the operating income shown 
under the rules of accounting prescribed by the Interstate 
Commerce Commission. Under these rules no deduction 
is made on account of certain expenditures which every 
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railway company is obliged to make but which do not add 
to its earnings. Every prudent business man would charge 
such expenditures to operating expenses or to income. 
Therefore, in ascertaining the true operating income of the 
railways there should be deducted in each case from the 
operating income shown under the rules of the Interstate 
Commerce Commission a fixed percentage based on the ap- 
proved practice of conservatively managed railroad com- 
panies. 

The operating income of the railways depends largely 
upon the rates which the Federal and State governments 
permit them to charge. Unfortunately the courts have not 
yet furnished any definite or practical standard for deter- 
mining the limits of the constitutional powers of the Fed- 
eral and State governments to fix rates, and neither Con- 
gress nor the Interstate Commerce Commission nor any 
State Commission has yet furnished any definite or practi- 
cal standard for determining what rates are reasonable and 
fair. The resulting uncertainty has been the principal 
cause of the failure of the credit of the railway companies 
and it is the principal source of difficulty in estimating their 
prospective operating income and the value of their 
properties. 

However, under the plan now proposed it will not be 
necessary to estimate with accuracy the value of the rail- 
ways, or their prospective true operating incomes, or the 
rates at which this estimated operating income should be 
capitalized. It is not proposed to pay for the railways in 
cash or its equivalent. The plan is to vest the railways in 
new corporations which will issue their bonds and stocks 
in exchange, and the bonds and stocks thus issued will sim- 
ply represent these railways, whatever their value and their 
prospective operating incomes may be. Under the plan 
now proposed an estimate of the prospective operating in- 
come and of the value of each railway is material only in 
so far as this may be necessary (a) to limit the proposed 
guaranty to be furnished by the Government and (b) to 
establish the relative value of the several railways to be 
vested in each Federal corporation, so that some of the ex- 
isting companies may not obtain an advantage at the ex- 
pense of the others. 

It is suggested that in ordinary cases the average oper- 
ating income of the test years prescribed by the Federal 
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Control Act (subject to a deduction as above proposed) be 
made prima facie evidence of the operating income which 
is to be the basis of capitalization. However, this basis 
could not justly be applied to a case in which owing to a 
receivership or other abnormal conditions the average 
operating income of the three test years did not fairly re- 
flect the earning capacity of the property. Each case 
should be dealt with in the light of all pertinent facts. 
(To be concluded) 



